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ptVITtCElaL 5 


Society Reports 








Our newest provincial affiliate, The Society of Industrial and Cost 
Accountants of Saskatchewan, provided the curtain raiser on our expansion 
programme for 1948-9 by organizing its first chapter, and the twenty- 
sixth for the Canadian Society, in Regina. The organizational meeting 
was held on Sept. 21st, under the direction of the Provincial President. 
Albert Stewart. Despite the fact that there were important happenings 
in Calgary which required the presence of a number of the members in 
that city, there was an excellent attendance replete with interest and 
enthusiasm, including a goodly representation from Moose Jaw. The 
latter members made a suggestion, born of wisdom, that it would be 
better to have one chapter for the two cities rather than have a chapter 
for each, and in the spirit of co-operation, the Regina members agreed 
that an occasional meeting during the season should be held in Moose 


Jaw. Of such members are good organizations made. 


On this happy basis, Mr. Walter T. Read, C.A., R.I.A., Regina, was 
elected chairman, and Mr. D. F. J. Flegel, R.I.A., Moose Jaw, was elected 
co-chairman. The secretary-treasurer and assistant secretary respectively 
are A. L. Heggie, R.I.A., Regina, and J. P. Golds, R.I.A., Moose Jaw 
Committees were appointed and the plans for the season’s programme are 
now well under way. Efforts will be made to organize a chapter in 
Saskatoon and negotiations have been commenced for conducting evening 
lecture classes at the University of Saskatchewan in Saskatoon, and at 
Regina College in Regina. And so another provincial Society is on its 


way to serving business and the accounting profession. 


The Manitoba Society set the pace for the highest percentage of 
students passing the primary examinations last April and that is on the 
basis of 35 students writing Accounting 1 and 33 writing Business Mathe 
matics. When it is remembered that our examinations are uniform for all 
provinces, and all papers are marked by the same examiners, such results 
are an outstanding achievement for a Society in its first year of educational 
activity. Our congratulations to the educational committee, the instructors 
and the students of the Manitoba Society. Incidentally, the suggestion 
has come from Winnipeg that we should consider a uniform basis ot 
student awards in all provinces. 

The Fort William-Pore Arthur Chapter has set out to break all records 
for membership increase and chapter activity. Chapter Chairman, Jim 
Aitken, and Membership Committee Chairman, Frank Wood, teamed up 
to put on a membership drive which has already resulted in twelve new 
general members and an opening meeting attendance of sixty. The out- 


standing achievement, however, is the success of the inauguration of lecture 
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classes in Port Arthur, at the Lakehead Technical Institute. This is a 
new junior college established by the provincial government under the 
principalship of Dr. M. W. Bartley. As a result of the excellent co-oper- 
ation and assistance given by Dr. Bartley, arrangements were concluded 
for conducting evening lecture classes in Accounting 1 and Business Mathe- 
matics and two classes will be held in each subject. With the exception of 
a very few, these represent all new students and it is quite evident that, 
as a result of the promotional work done by Messrs. Aitken and Wood, the 
businessmen of the twin cities are giving their full support to the inaugur- 
ation of these classes. We venture the opinion that the report of the 
Fort William-Port Arthur Chapter will be very much in prominence at 
the next annual meeting. 

In Alberta, the members are busily making preparations for the 1949 
Annual Meeting. Major alterations had to be effected in the plans owing 
to the fact that the date for the Calgary Stampede has been put back a 
week. Therefore, in order to hold the Annual Meeting before the Eastern 
Members proceed to the coast, and also to time the return trip to coincide 
with the Stampede, it has been decided to hold the Annual Meeting in 
Jasper on Monday and Tuesday, July 4th and 5th. The complete itinerary 
will be published in the next issue of Cost and Management and in the 
meantime the Alberta members are preparing a programme for Jasper and 
Banff in the true Western style. Stop-overs are scheduled at Victoria, 
Vancouver, Regina, Winnipeg and at the Lakehead to enjoy the hospitality 
of the local Chapters. There is a widespread interest being taken in this 
Annual Meeting and the tour. Trains will be leaving Toronto and Mont- 
real June 30th and returning July 17th, and by way of advance notice, 
members who intend to make the trip are urged to make their reservations 


with the Secretary-Manager at an early date. 


New Members 


Calgary 
Donald S. Slipper, Pacific Petroleums Ltd. 


Fort William-Port Arthur 
James J. Coghlan, Twin City Industrial Equipment Ltd., Port Arthur. 
H. A. Nasi, Twin City Industrial Equipment Ltd., Port Arthur. 
Edwin Rome, City of Port Arthur, Port Arthur. 
W. E. Plunkett, Northern Wood Preservers Limited, Port Arthur. 
Mrs. Marjorie E. Jenkins, Trade Service Collection Agency, 

Fort William. 

Hamilton 
W. J. Armstrong, 95 Bay Street South, Hamilton. 
W. Curran, The Steel Co. of Canada Ltd. 
John E. Fawcett, Union Drawn Steel Company Ltd. 
R. G. Robertson, The Steel Co. of Canada Ltd. 
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F. A. Wise, A. S. Nicholson & Son Ltd., Burlington. 
T. J. Phillips, Frost Steel & Wire Co. Ltd. 

S. W. Harding, The Steel Co. of Canada Ltd. 

F. J. Spencer, International Harvester Company Ltd. 
Thomas Tinsley, Canadian Westinghouse Co. Ltd. 

T. J. Mahony, Burlington Steel Co. Lrd. 

Betty Snelling, Davis-Lisson, Limited. 

E. H. Kington, International Harvester Co. of Canada Lrd. 
R. M. Lindsay, Kings’ Road, Burlington. 

G. W. Harris, The Steel Company of Canada Ltd. 
A. V. Mason, Hamilton Porcelains Ltd., Brantford. 


Kingston 
J. T. Winney, Queen’s University. 


Kitchener 

P. E. Nash, Newlands & Co., Galt. 

J. C. Purdon, Canadian General-Tower Ltd., Galt. 
London 

James J. Mero, Kelvinator of Canada Limited. 
Niagara 

R. Brenchley, Anthes Imperial Limited, St. Catharines. 


W. T. Gunning, Gelling Industries Limited, Welland. 
Hugh McPherson, Ontario Paper Co., Thorold. 


Ottawa 
Norman P. Langford, J. H. Connor & Son Limited. 
T. A. McConkey, Brading’s Capital Brewery Ltd. 
R. G. Hamilton, Dominion Government, Public Printing & 


Stationery. 


M. D. Fidler, Office of Comptroller of Treasury. 


Peterborough 
A. P. Roper, Williamson Bros. 
Toronto 
C. W. Cochrane, C.P.A., 832 Danforth Avenue. 
R. B. McDonald, Ditto of Canada Ltd. 
C. W. Brown, The Pedlar People Limited, Oshawa. 
A. W. Alderson, Imperial Varnish & Color Co. Ltd. 
R. Coombes, Rogers Electronic Tubes. 
J. C. Yeatman, Seiberling Rubber Company of Canada Limited. 
D. E. Barnett, Neptune Meters Limited, Long Branch. 
F. F. Taylor, Toronto Hydro Electric System. 
J. D. Middleton, 206 Geoffrey Street, High Park, Toronto. 
Windsor 
B. L. Patterson, Hiram Walker & Sons, Ltd., Walkerville. 
S. Howie, Hiram Walker & Sons, Ltd., Walkerville. 
G. M. Nutt, Backstay Standard Co. Ltd. 
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Chapter Notes 


FORT WILLIAM-PORT ARTHUR CHAPTER 


The chapter began its activities for another season with its opening 
meeting on September 24th with 52 present. Chairman J. A. Aitken, in 
opening the meeting, indicated that the chapter was entering upon its 
most successful and active season. When he reported that the chapter 
had already admitted 15 new members, that evening lecture classes for 
the students were being arranged through the co-operation of the Lakehead 
Technical Institute, and the excellent attendance at the opening meeting, 
were in evidence of the fact that things were happening, and they were 
all good. 

A guest of the evening was Dr. Bartley, Principal of the Lakehead 
Technical Institute. Dr. Bartley was introduced to the meeting by F. E. 
Wood, who outlined the arrangements which had been completed for 
conducting classes in the primary subjects at the Institute. Mr. Wood is 
also chairman of the Membership Committee, and referred to the success 
which has attended the drive for new members. 

Mr. D. R. Harrison, President of the Canadian Society, spoke briefly, 
referring specifically to the next annual meeting to be held in Jasper. 

On this occasion the chapter had the pleasure of welcoming the 
Secretary-Manager, J. N. Allan. Mr. Allan gave the meeting a review 
of the activities of the Society and outlined the plans for the future, par- 
ticularly in reference to its research work and public relations programme. 


HAMILTON CHAPTER 


The Hamilton Chapter is off to a good start with the first of its 
monthly dinner meetings on Thursday, September 16th. The Speakers’ 
programme for the season, compiled with a view to variety, has been printed 
and distributed to the members. Chairman Will Sparham presided. and 
outlined further activities through reports from key committees. 

The speaker of the evening was R. M. Kelday, C.A., financial advisor 
to the President of the Steel Co. of Canada. His subject, “People and 
Business,” was the result of his own experience and observation, and was 
much appreciated by his audience. The speaker emphasized the fact 
that in the last analysis business is run by people and for people; things 
are a means to an end. The ability to handle people is a necessity for 
success, whether the field is industrial, military or university. The speaker 
outlined some of the basic principles in obtaining results. 


NIAGARA CHAPTER 


The Niagara Chapter of the Society of Industrial and Cost Accountants 
of Ontario participated in a very interesting and educational program 
during their initial meeting of the season at the Leonard Hotel, St. Cath- 
arines, Wednesday evening, September 15th. The industrial field in the 
Peninsula was well represented by members and guests from Hamilton, 
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Niagara Falls, St. Catharines, Port Colborne, Welland, Merritton and 
Thorold. 


Mr. E. H. Gibson, B.A., Sales Manager of the McBee Company, 
Toronto, gave an illustrative and timely discussion on “Accounting Short 
cuts.” A method of handling payroll, accounts payable, personnel records, 
etc., by hand methods at a rate of 15,000 to 20,000 cards per hour was 
demonstrated. Mr. Gibson mentioned that due to power shortages and 
machine breakdowns, the trend in accounting procedure was swinging to 
improved scientific hand methods in handling accounting records. 

The meeting was conducted with Mr. J. Shea, Coles Hardware, in the 
chair, and Mr. A. Owen, Interlake Tissue Mills, as secretary. Mr. N. 
Haultain, Interlake Tissue Mills, thanked the speaker. 


OTTAWA CHAPTER 

Mr. M. V. Vuchnick, the President of the Lincoln Electric Company, 
of Toronto, was guest speaker at the first meeting of the 1948-49 season 
of the Ottawa Chapter of the Society of Industrial and Cost Accountants 
held in the Ladies’ Grill of the Alexandra Hotel, September 16th, 1948. 
Mr. Vuchnick was introduced by Major R. B. Strange, E.D., R.I.A., and 
chose as his subject, ‘The Lincoln Incentive System.” Mr. Frank E. Wood, 
O.B.E., of Port Arthur, Ontario, thanked the speaker for a most informa- 
tive address. Mr. Dave Hutton introduced the president for the new season, 
Mr. Cliff B. Wart, R.I.A., who in turn presented his directorate to the 
members. 


PETERBOROUGH CHAPTER 

Peterborough Chapter of the Society of Industrial and Cost Account- 
ants of Ontario held its first fall meeting at the Empress Hotel, Monday, 
September 27th, 1948. Mr. W. W. Henderson, a director of Hamilton 
Chapter, was present to give his address on “Standard Costs,” but, unfor- 
tunately, was taken ill prior to the meeting. The Secretary of Peterborough 
Chapter substituted for Mr. Henderson and read the address. 

The advantages of standard cost methods as an aid to management 
control were stressed. Comparisons of standards of materials and labour 
with actual performance in order to determine variances were explained, 
and the responsibility of the staff for different types of variances were 
considered. Methods of reflecting standard cost data within the accounts 
were examined. Use of a flexible budget as an adjunct to standard rates 
in overhead was advocated. 

Mr. Gordon Langhorne voiced the appreciation of the members and 
guests, of whom there were about 30 present, for the excellent paper. 

Mr. R. C. Bastable, Chapter Chairman, presided at the meeting. 
Mr. Langhorne presented a report on membership increase, while Mr. J. 
Blake Bell outlined the program for the coming months. 


TORONTO CHAPTER 
The opening meeting of the 1948-49 season took place on September 
9th, in the Oak Room. Mr. C. J. Dutton presided over a well attended 


meeting. 
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Mr. H. Clayton ably introduced the guest speaker, Mr. J. M. Thomp- 
son, C.A., Comptroller of the Canadian Westinghouse Co., who had chosen 
as the subject of his address, “Preparation and Form of Financial State- 
ments.” This rather technical subject was dealt with in a simple, compre- 
hensive and constructive manner by Mr. Thompson. 


The speaker was very favorable to the new look, which has been 
adopted by some U.S. corporations in the balance sheet for stockholders. 
The simplicity of style and wording has received a favorable reaction 
among the stockholding public. The subject aroused considerable interest 
amongst the audience and the speaker was called on to answer a number 
of questions. 


Mr. W. G. Jephcott tendered a vote of thanks which was heartily 
seconded by the gathering. 


VANCOUVER CHAPTER 


Our Fall activities commenced with the opening Dinner Meeting of 
the season being held in the York Room of the Hotel Georgia, on Friday, 
September 9th. The excellent attendance indicates that we can look for- 
ward to a very successful year. 


After dinner the meeting was addressed by Professor E. H. Morrow, 
M.B.A., on “Business Industry and the University.” 


Professor Morrow, as usual, gave an exceptionally interesting talk. 
He explained how the Educational Curriculum of to-day was changing 
toward modern requirements and spoke of the need to-day for specialized 
training. He outlined the objectives of Commerce and Business courses in the 
University, and how these objectives were approached. He also compared 
various methods of teaching, both old and new. As is his custom, Professor 
Morrow not only made an interesting speech, he also made his audience 
think, and gave them much food for thought. 


Mr. V. E. Feiman, R.I.A., President of the Provincial Council, thanked 
Professor Morrow on behalf of the Chapter. A lively question period was 


then held. . 


Professor Morrow, as head of the Department of Commerce at the 
University of British Columbia, is in charge of the lecture courses for our 
student classes which are given under the supervision of the University. 
With him as guests for the evening were three of his associates from the 
University who will be conducting these lectures: Mr. Van Houghton, 


Mr. J. Moynes, Mr. J. Taylor. 


Mr. Redpath, Chairman of our Student Activities, read the list of 
successful students who took the last examinations. The list was long and 
impressive, and both the students and lecturers were congratulated on their 
efforts and the fine results. 


Our Chairman, Mr. Davis, announced that U.B.C. lecture courses are 
now being arranged for the coming season in Accounting 1, Accounting 
2, Business Mathematics, Fundamentals of Cost Accounting, and Advanced 
Cost Accounting. Dates will be announced later. 
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The end of another year is in sight. The depression has been pushed 
back another period. The economic factors of supply and demand are 
scarcely being reconciled at this time. It would rather appear thar this 
levelling off will not be felt until our production is placed on the domestic 
market in larger volume. In the interval there is a period of prosperity 
There is a need that the favourable financial results of this prosperity be 
There are many ways in which 





| Current Literature Digest 


By HAROLD BRICKER, C.G.A., R.I.A. 








passed along to the personnel at large. 


this can be accomplished. 


PURPOSES AND METHODS IN PROFIT SHARING 


The N.A.C.A. Bulletin, Vol. xxx, No. 2, 9/15/48, has published an 
article by J. J. Bigge, which reviews some factors by “A Look ar Profit 
Sharing—Purposes and Methods.” 

A leader of a large corporation recently stated, “In the past, perhaps 
95% of management's brains and energies were devoted to the solution 
of technical problems, and only 5%, if that, to human problems. In 
future, management of corporations, that survive, will devote the larger 
share of their brains and energies and sympathies to human problems.” 

Profit sharing and management sharing offer a logical means of 
extending FREE ENTERPRISE to the “last man,” regardless of his status 
in the productive process, and of giving every worker a greater sense of 
security and a sense of proprietorship in the business which employs him 
and it not his own in a legal sense, even though his living is dependent 
upon its prosperity. 

Many profit sharing programs, based on a monetary bonus only, have 
failed. Failures are attributable, at least in part, to the absence of other 
important elements. To make profit sharing work properly, the following 
three fundamental truths should be recognized: 

1. There must be a sincere desire to recognize the dignity of the 

employee. 
2. It must be recognized that, even when working with capital pro- 
vided by others, every man is entitled to a part of whatever he 
produces. 
A clear realization must exist that the company and the employee 
alike are serving the consumer or user of their product. 

However, all profit sharing plans have one basic aim, namely, to 
fuse, strengthen, and vitalize the single productive unit represented by 
labour and management together. 

Practically all successful plans are tailored to fit the requirements 
of a particular business and to reach a specific goal which the employer 


hopes to achieve. The following are twelve types of profit sharing plans: 
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1, Profit Percentage Cash Plans—A certain percenzage of the com- 
pany’s profits is added to the regular wages and distributed 
periodically. 

Profit Percentage Retirement Plans—(Trust Plans)—-A certain 


i) 


percentage of the company’s income is accumulated in a trust 
fund, with or without employee contributions. 

3. Wage Dividends—The percentage of profit sharing is determined 
by the dividend paid the stockholders. 

4. Stock Ownership—The worker is made a stockholder. 

5. Bonus Plans—Periodic distribution of profits, according to various 
keys. 

6. Annual Wage Plans—The workers are guaranteed a certain income 
for the year. 

7. Contributing Pension Plans—Set up by contributions of both 
employee and employer. 

8. Non-contributory Pension Plans—Set up by the employer alone. 

9. Production Sharing Plans—The workers are guaranteed a certain 
share of the SALES dollar. 

10. Multiple Management Plans—The personal development of the 
individual and his potential participation in management is recog- 
nized in a democratic process of education through junior, plant, 
executive, and other boards up to the board of directors. 

11. Associative Plans—The profit sharing and management sharing 
features are transferred to an independent association. 

12. Co-operative Plans—The worker is co-owner and co-manager. 


When a plan has been decided upon, the basis of operation must be 
determined to fit conditions and participants. The psychological advant- 
ages established should carry on through recession periods. 


Profit sharing, scientifically undertaken and properly executed, acts 
as a means of increasing production, improving relationships with em- 
ployees, and contributing toward a stabilization of our economy. This 
can be a very powerful factor in preserving and expanding our Canadian 


system of FREE ENTERPRISE. 


CONTINGENT LIABILITIES 


Balance sheet time will again bring the consideration of the facts that 
need to be included in the financial report. The New York Certified 
Public Accountant in Vol. XVIII, No. 9, 1948, page 656, has reproduced 
from The Journal of Accountancy, 8/48/163, a comment on contingencies. 


An Auditing Practice Forum concluded, “In general, we believe the 


audited balance sheet should reflect contingent liabilities of the following 
nature”’: 


1. Items which are definite in amount but which are not certain to 
become actual liabilities, such as discounted notes, endorsements, 
and guarantees. 

2. Items which are certain to become actual liabilities, but of which the 
amount is still very uncertain, such as admitted damage claims, 
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infringements, claims for services, tax deficiencies, etc., the amount 
of which has to be determined by litigation or agreement. 
Commitment for expansion of facilities or for the purchase of 


w 


materials if such commitments are unusual in relation to the 
ordinary operations of the company, or if it appears that substantial 
loss may result from the fulfillment thereof. 

4. Other items about which there is uncertainty as to amount or that 
they will become an actual liability. In this latter class, we do not 
feel it is mecessary to make a balance-sheet disclosure unless the 
conversion of the item to an actual liability appears to be imminent. 


These points are always of interest to the balance sheet accountant. 


AN APPRAISAL OF THE COST ACCOUNTING SYSTEM 


The Internal Auditor, September, 1948, page 29, published an article, 
“The Internal Auditor and His Relationship With Company Cost Account 
ing Operations,” by Victor Z. Brink. This is of interest to Cost Accountants, 
as some of the comments may indicate. 

In a broad sense, the appraisal of any cost accounting system is 
governed by management’s needs on the one hand and the expense or 
cost involved in supplying those needs. The amount of information which 
can be furnished and when it shall be furnished also covers a wide range. 
An analysis may develop new insights and a greater understanding of 
the uses to which cost accounting data may be applied. The internal 
auditors’ review and appraisal of the cost system, although the cost account- 
ant is a specialist, should be viewed as an additional protective check on 
the adequacy and general effectiveness of the cost accounting activities 
and as a source of new ideas which will contribute to the over-all company 
viewpoint in accounting information interpretation. 


FEAR OF DEPRESSION 


Our economic system has so well established the historical trend of 
inflation and depression that we do not readily accept the viewpoint of an 
extended period of prosperity. We have been educated through past 
experiences to assume that “IT CAN’T LAST MUCH LONGER.” The 
Controller of September, 1948, page 448, publishes the point of view of 
Dr. Melchoir Palyi, the Chicago economist, which is interesting reading 
and although referring to the United States, may well be applicable to 
Canada and other democratic countries. He states: 

If fear of depression could create the thing it fears, we certainly 
should be having a depression for a half year or so. This is what economic 
charlatans would bring about, if they could, so as to break the resistance 
against governmental management of the economic system and to re-open 
the dykes of public spending—which is what they are after. 

The expectation of an early recession is due largely to confusing the 
over-all trend with temporary adjustments, the basic economic factors with 
secondary phenomena. 

The fundamental facts are: A full employment economy with labor 
shortage and bottleneck in steel and other vital materials; a pent-up demand 
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for durables as never before; mass living standards higher than ever known; 
world-wide relief and reconstruction needs on a fantastic scale; vast demand 
for more and better instruments of production to meet the challenge of 
internal and external needs; greatly inflated dollar volume and credit 
potential to finance this high level of business and its further expansion. 

If we manage to keep expanding production without further diluting 
the currency, prices and incomes may reach a balance and we need not 
suffer the ill effects of a violent deflation. Free enterprise and free markets, 
in conjunction with intelligent management of the huge national debt, 
constitute the only safe way to establish equilibrium. 





Uniform System of Accounting 


Would a Uniform System of Accounting as Recommended by the 
Parliamentary Prices Committee be Possible and Would it 
Accomplish What They Expect of It? 


Number 6 of the fourteen recommendations put forward by the Com- 
mittee recommended—That the Government consider including in the terms 
of incorporation of businesses under the Companies Act a provision for 
the institution of a uniform system of business accounting. By giving the 
lead in this way, the Federal Government could encourage the development 
of a more uniform system of accounting across Canada. This action would 
greatly facilitate the work of the commission recommended. The Commit- 
tee noted from the evidence presented before it that there now exists a wide 
variation in business accounting practices. In some cases this evidence has 
shown that excessive profits can be concealed by accounting practices such 
as manipulating of inventory values, the adjustment of replacement costs, 
and so on. A universal accounting system has from time to time been 
advocated by various business associations in Canada. 

Published herewith are the opinions as expressed by a number of 


business executives. 


NORMAN TERRY, C.G.A., R.LA., 
Sec’y.-Treas., Canadian Sumner Iron Works, Ltd., Vancouver, B.C. 


Unquestionably there should be no argument against adopting a more 
uniform system of accounting in every type of business and industry. How- 
ever whether including such a regulation as one of the terms of incorpora- 
tion under the Companies Act would be the best method of obtaining such 
uniformity is very questionable. It is my considered opinion that we have 
too much interference with government regulations in our business affairs 
now and to suggest that the government should take the initiative in en- 
couraging such uniformity is very doubtful. Instead, business and industry 
itself through its own accounting associations and societies should be far 
better equipped to set standards and methods of procedure, and when such 
fundamentals have general approval then should such uniform accounting 
principles be submitted to government for approval and administration. 
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J. B. WHELIHAN, 
Treasurer, Northwestern Utilities, Ltd., Edmonton, Alta. 


While I am in agreement with the intention expressed in this recom 
mendation, I am opposed to its adoption as stated for the following reasons: 
(1) This matter would more properly come under 

Section 113 of the Companies Act as amended 
1935 rather than a provision of incorporation. 
(2) It would be most difficult to institute a uniform 
system of accounting which could be applied to all 
the various business undertakings and enterprises. 
(3) A uniform system of accounting could only be in- 
troduced with the assistance and the co-operation 
of the members of the various groups or types of 
business if it is to be of any value for comparison 
purposes. 
I would suggest as an alternative that Section 113 of the Companies 
Act be amended so as to require sufficient basic information in the annual 
statement of income and expenditure of Companies as will satisfy share- 
holders, investors and governments without disclosing private or confidential 
information to competitors. By designating the information required from 
the various classes or groups of business the individual members of each 
group or class would be obliged to get together in order to determine the 
information that could be supplied without injury to the individual member 
I may say that without further knowledge of the report of the Parlia- 
mentary Price Committee, I find the above recommendation Number 6 is 
not clear and rather ambiguous. I feel that the above comment on my part 
is not worthy of publication. However, if you consider same to be ap- 
propriate you have my permission to publish it in Cost and Management 


F. E. WOOD, O.B.E., R.I.A., 
Treasurer, Marathon Paper Mills of Canada, Ltd., Port Arthur, Ont. 


I am all in favour of seeing any action taken which would clarify ac- 
counting procedures and terms. However, I do not see offhand how each 
and every business conducted in Canada could use the same accounting 
system. A considerable measure of uniformity could be obtained within 
industries where the individual companies are manufacturing and selling 
identical lines of goods. Even then, however, considerable variation is neces- 
sary to take care of local conditions and figures are not truly comparable 
unless identical basic conditions prevail. From my experience, I would 
say that strict uniformity would be almost impossible of attainment. 


L. W. BENNETT, R.I1.A., 
Cost Consultant, London, Ontario 
The cry for uniform accounting in industry is heard from time to 
time. It usually comes from some group who finds the analyzing of finan- 
cial statements difficult, due to differences in accounting procedure or form. 


It is quite likely however that if three such groups were asked to design a 
uniform system which would serve their requirements, they would prepare 
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three entirely different systems, depending upon what that individual group 
considered of prime importance in their analysis. 

Uniform accounting is possible for companies in the same industrial or 
business group, but for industry or business as a whole it has been con- 
sidered as impossible. One has but to examine the Uniform Accounting 
Manuals of a number of Trade Associations, noting the divergencies in 
accounting procedure and in the form of financial statements, to realize 
the difficulty of combining even several of these systems into one system 
satisfactory to the combined groups. The experience of the Interstate Com- 
merce Commission of the United States and other regulatory agencies has 
proven that, while certain basic principles may be generally applied, it is 
necessary to devise a separate accounting system for each class of public 
utility coming under their jurisdiction. 

Many Trade Associations have done a great deal of work in the de- 
velopment of uniform accounting within their particular trade or group 
of like industries. Few, however, even after years of study have been able 
to get wide adoption of all features of such uniform systems. The con- 
ditions of different companies, even in the same group, are very diverse; 
to force them to reduce their reports to flat uniformity is more likely to 
obscure the presentation of information than it is to reveal the facts 
more accurately. 

The difficulty however, is often, not accounting procedure or form 
but accounting terminology. Frankly, the layman should not expect to be 
able to understand the terminology of accounting, any more than he would 
expect to understand the terminology of Engineering or Law. We should 
however, strive to make accounting terms more informative and possible of 
clearer understanding. This subject is now receiving consideration. The 
American Institute of Accountants with an appropriation of $30,000.00 
from their own funds and a grant of a like amount from the Rockefeller 
Foundation has set up a special committee to make a “Study of Business 
Income, Its Concepts and Terminology.’ This study is expected to take 
three years. 

Proposal No. 6 by the Committee, in recommending a uniform system 
of business accounting, mentions “the manipulating of inventory values, 
the adjusting of replacement costs, and so on.” These are matters of policy, 
and policy is a matter of judgment. Policy cannot be legislated. 


Usually the most serious complaint chargeable to management in the 
matter of the various reserves, inventory pricing etc., is that they are over- 
conservative. Under existing Income Tax legislation, management will 
remain conservative or over-conservative (and who can define the dif- 
ference), just as long as they must do so to protect the future for the com- 
pany which is their responsibility. The total carry-over period of five years 
provision, is not sufficient when the length of the past periods of prosperity 
and depression are considered. A more reasonable view of this provision 
(possibly eleven years), with some non-taxable income to be allowed in the 
case of Corporations—a certain percentage of income to be tax free, would 


reduce the possibility of over-conservativeness to a great extent. 
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W. J. McCREIGHT, C.A., R.LA., 
Sec’y.-Treas., Robinson Cotton Mills, Ltd., Toronto, Ont. 


I am reminded of the old phrase in contract law, namely, ‘Impossibility 
of Performance,” and therefore it seems to me that the institution of a 
uniform system of business accounting is not desirable because of (a) 
differences in size, that is, compare a multi-million dollar steel corporation 
with, say, a one man smith, and (b) differences in type of operations, that 
is, an Oil Company vs. a Shipping Company, Textile Manufacturing, In- 
surance, Banking, etc. 

I believe that to attempt to apply uniformity of accounting to the 
above would be almost an impossible task due to the diversification of 
each business. 

I do not believe that a uniform accounting system will eliminate the 
mal practices complained of, namely, manipulation of inventory values 
and concealment of excess profits because already Statutes are on the 
books with reference to embezzlement and fraud, yet both misdemeanours 
occasionally occur. 

I agree that some fundamental rules should be established that might 
be common to all types of businesses but I am more inclined to consider 
that Accountants should be viewed as professional men in the same light 
as Surgeons who find it necessary to perform the same operation with 
various techniques. 

A stereotyped system of accountancy handed out on a platter would, in 
my opinion, destroy the incentive of the individual from being always on 
the alert to find ways and means of improving the accounting system in 
his charge. 


A. V. MADGE, R.I.A., F.C.LS., 
Sec.-Treas. Crawley & McCracken Co. Ltd., Montreal, Que. 


I am against any Governmental body including in the terms of incor- 
poration of business under a Companies Act provisions for the institution 
of a uniform system of business accounting. The reasons for this stand 
are as follows: 


A. The accounting system for any business has been set up and 
should be used as a tool of management for the better conduct 
of the individual business. Such a system, however, should 
be of sufficient scope to enable the management of each busi- 
ness to meet the statistical requirements of the various Govern- 
mental Agencies. 

B. Organizations producing an identical product might well em- 
ploy different means to produce that product and the means 
employed might very well dictate the accounting system re- 
quired for the type of production involved. 

C. A uniform system of business accounting for a particular 
industry, if kept within that particular type of business, might 
be desirable—at least from the accountants’ viewpoint if not 
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that of the executive. Even then, the system must possess 
sufficient elasticity to meet the requirements and conditions 
peculiar to the individual businesses within that industry. The 
uniform system found beneficial to one industry might prove 
of no value to another industry and, indeed, could well in- 
terfere with the natural development of the industry for which 
the universal accounting system proved inadequate. The in- 
terstate Commerce Commission in the United States gave 
cognizance to this condition when making recommendations 
to their government. 

D. An universal accounting system, if included in the terms of 
incorporation of businesses under the Companies Act might 
well mean even greater interference in business matters by 
governmental employees. Requirements of governmental of- 
ficialdom with their objectives of higher taxation and meddling 
regulations should in no way have any bearing on the type of 
accounting system employed. After all, the revenues derived 
from taxation are dependent entirely upon a healthy in- 
dustry and the type of accounting system thar will best aid 
in the production of better profits should be the system em- 
ployed. 

E. The business volumes of many incorporated organizations 
would be so small that it would prove economically impossible 
for the management of such businesses to follow the com- 
plicated routine required by a universal accounting system. 


Notwithstanding the points previously mentioned, member firms in a 


given industry, all producing the same product or products, in a similar 
manner, might find a standardized accounting system of great value. 


J. J. F. BANCROFT, R.I..A, 
Vice-President and Managing Director, Jenkins Bros. Ltd., Montreal, Que. 


The suggestion that the Government include in the terms of incor- 
poration of businesses under the Companies Act a provision for the institu- 
tion of a uniform system of business accounting at first glance sounds ex- 
cellent. It would be most helpful to government departments, professional 
accountants, investors and to the man-in-the-street if a uniform system 
of accounting were used in all businesses and consequently all financial 
statements were comparable. 

However, I can see serious objections. First, I am not sure that 
such legislation could not be construed as unnecessary interference with the 
freedom of the individual to use such records as he wished, providing 
always that they were honestly kept and gave essential information. Secondly, 
it must be remembered that the bulk of Canadian business is done by 
comparatively small companies, partnerships and individuals, many of whom 
operate with small staffs and have limited facilities and equipment—in these 


cases such legislation might work a serious hardship. 
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ACCOUNTANT WANTED 


Young man, 25 to 35 years of age, to assist in the de- 
velopment and installation of a budgetary control system for 
an industrial organization. Actual experience on this type of 
work is not necessary, but a good knowledge of the subject to- 
gether with a solid grounding, based on experience in cost and 
general accounting functions, is essential. 


Full responsibility for the development of the system will 
be placed in the individual’s hands under the general guidance 
of the Secretary-Treasurer, and with initiative, the position ot 
director of budgetary and cost control can be attained in a 
reasonable period of time. 


The Company is well known and progressive, with a 
rapidly expanding business, and is affiliated with an interna- 
tional organization. The Company also enjoys an excellent 
reputation for Company-employee relations. 


Preference will be given to fully qualified members and 
students of recognized accounting Associations. Give full 
details of experience, education, references, age, etc. 











Personals 


Walter J. Evans, R.I.A., has been appointed Assistant General Mana- 
ger of G. H. Wood & Co. Ltd., Toronto, Ont. » Mr. Evans is a member 


of the Toronto Chapter. 


Hugh MacDiarmid, R.1.A., formerly manager of the Toronto office 
of the Canadian Exporter’s Association, has been appointed Secretary- 
Treasurer of Hi-Speed Tools, Ltd., Galt, Ont. Mr. MacDiarmid is chair- 
man of the Ontario Educational Committee and a Past Chairman of the 
Toronto Chapter. 


Clayton L. Guest, C.G.A., R.I1.A., formerly Assistant Comptroller, 
Long Lac Pulp and Paper Co. Ltd., has been appointed Comptroller of 
Fleury-Bissell Led., Elora, Ont. Mr. Guest was a member ot the London 
Chapter before assuming his position at Terrace Bay, Ont. 
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Wring the ‘water’ 


You know some water has seeped into your 
backlog. But how much and where ? 

How soggy are your back orders from 
areas that are slipping badly when you ex- 
pected just a “leveling off’? How many of 
your items may be “‘washed out” by cancel- 
lations if an industry you’re counting on 
hits a reef? 

From now on, it may often take only a small 
flood of unforeseen cancellations to disrupt 
the continuity of your business and drown 
your profit margin in a rising tide of costs, 

So wring out the water by making your 
back orders quickly accessible to analysis by 
product, customer, industry, territory and 
every category. 

Keysort cards and machines give you all 
the facts fast and fresh, when you need them 
most. Sales or inventory facts, cost or control 






MCBee 


we 















out of your orders 


facts, production or personnel facts—McBee 
makes them easily, quickly available. 

There’s a McBee man near you. Ask him 
to drop in, or write us. 





KEYSORT is easy to learn, easy to use, re- 


quires no specialized job training .. . increases 
the individual work output without increase of 
individual effort. 


THE McBEE COMPANY 


SOLE MANUFACTURERS OF KEYSORT—THE MARGINALLY PUNCHED CARD 


310 Spadina Ave. 
Offices at Montreal and Hamilton 


TORONTO, Ont. 
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The Growing Importance of Modern Marketing 


and Internal Auditing in Relation Thereto 


By JOHN B. THURSTON, 
Wallace Clark & Company. 
An Address Before the Toronto Chapter of the Institute of Internal Auditors 


While tremendous amounts of time, energy and money have been spent 
in putting production on a scientific basis, only comparatively small 
amounts have been expended in the application of scientific methods to 
distribution or marketing. The importance of such application can be 
realized when you take into consideration the fact that the goods you buy 
as a consumer cost you 100 per cent. more than they would cost you if you 
bought them at the place of their production. In other words, fifty cents 
out of every sales dollar represents money expended for marketing, not 
for the product or service you buy. 

Because in the past scientific techniques have not been applied widely 
as a means of establishing marketing on a fully efficient and effective basis, 
vast opportunities exist to-day to accomplish this. The ultimate result will 
be lower prices to consumers and, derivatively, a higher standard of living 
for all. 

In the April 30th issue of the “United States News and World Report” 
there is presented a digest made by economists of the United States Bureau 
of Agricultural Economics. This survey concludes that good times are likely 
for most of the next 25 years; that living standards will rise; that incomes 
will be higher; that employment will be at a high level; and that there will 
be more to eat, to wear, and more to use, all at lower prices. I submit that 
one of the greatest contributing factors to lower living costs in this era to 
come will be a reduction in marketing costs, brought about through the 
application of modern marketing techniques. 

The basic problem throughout most of recorded history has been that 
of producing goods to meet the demands of various populations. However, 
between World Wars I and II, the problem of finding markets for goods 
produced received increasing attention. This was most marked during the 
depression °30’s. 

To-day, while the interest in marketing is accelerating, as evidenced 
by the increase in marketing associations, publications, statistics, legislation, 
and the like, there is still a wide lack of understanding of marketing and its 
importance throughout industry and all levels of management. 

Internal Auditors face a challenge in this respect. Modern internal 
auditing organizations examine into important phases of finance, account- 
ing, production and personnel, yet most of them neglect marketing. 


If we recognize interna! auditing as a construcitve function, which I 
believe we all do, it must be capable of pointing out where functions are 
not being carried out properly or where they can be improved. This means 
most definitely that the internal auditor must be familiar with scientific 
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marketing if he is to perform a constructive appraisal of that function as 
it is performed in his company. 

Marketing, and its many problems, are not as easily understood as the 
production side of business. Perhaps this explains its neglect. While pro- 
duction problems, in most instances, are readily observed, being localized 
in a plant or other physical facility and are usually rather readily solved, 
the problems of marketing are considerably complicated, especially since 
they ordinarily involve a wide number of locations. Because of this latter 
fact, the problems escape recognition altogether, in many cases. 

Basically, marketing includes all of the steps involved in getting a 
product from the end of the production line into the hands of the ultimate 
consumer. The marketing function encompasses everything from market 
research to the final sale of the product. It involves pricing, packaging, 
shipping, warehousing, direct sales by company salesmen, jobbing, whole- 
saling, retailing, advertising and other functions. It includes the staff con- 
trol functions of distribution cost, accounting, market research, sales bud- 
geting, distribution auditing, and other functions of administering and con- 
trolling the over-all marketing end of the business. 

Internal Auditors have always clearly recognized their responsibility 
for auditing production cost accounting system and their responsibility for 
calling the attention of top management to ineffectual production cost ac- 
count systems. However, too often the Internal Auditor has paid little 
attention to marketing and, in many instances has failed to call manage- 
ment’s attention to the need for effective distribution cost system. 

Distribution cost accounting is designed to inform the responsible 
executives of the unit cost of marketing by products, by areas, by salesmen, 
and by other distribution media such as jobbers and middle men. Where a 
company markets a variety of products, management is in no position to 
know which products are being sold at what profit unless it has an effective 
distribution cost accounting system. It is up to the internal auditor to 
serve management in this regard. 

Pricing is the keystone of marketing. In fact, pricing policies can 
and do determine the success or failure of many businesses. Despite this, 
many companies do not establish prices on a scientific basis, but rely on 
competitive pressure or just plain guesswork as basis for establishing prices. 
More often than not, during this expiring era of the sellers’ market, prices 
have been established on the basis of the naive policy of charging what 
the traffic will bear. 

The Internal Auditor should determine how prices have been arrived 
at, how they are out, and appraise their effectiveness. This point should 
be clear: correct pricing increases profits, extends markets, lowers consumer 
prices (in all logical instances), and reduces marketing costs. 

Packaging and packing also require attention. The design and size 
of a package may have a material effect on sales volume. A recent study 
of retail drug products revealed that there was a consumer trend toward 
the large “dollar size’ package of a product and away from the cheap, 
small size. In other words, package size must fit the trend. 

Again, sales by visual appeal is becoming a more and more recognized 
medium of marketing retail drug and other products. Packages must be 
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designed to catch the eye on new eye level display counters being installed 
in many stores. 

In this area of packaging, the internal auditor can ascertain what 
action his company has taken to match marketing trends. 

Once the product is packaged, it must be packed for shipment. Much 
remains to be done in this area to put packing on a scientific basis. Re 
cently, published statistics show that between 20 and 30 per cent. of the 
goods being shipped overseas arrive in a damaged condition. This is a 
large and needless waste. 

Take another example: A manufacturer of heavy machine parts dis 
covered that the shipping department was using individually designed and 
constructed shipping cases, made out of heavy timber, and that these were 
not required to protect the product. Obviously, this involved needless cost 
and waste. 

In other words, final packing tor shipment must be suitable. It must 
be adequate to prevent damage, bur not to such an extent that costs eat 
unnecessarily into profits. The internal auditor can examine damage claims 
as a basis for curing the first of these situations and can make observations 
of goods packed for shipment as a means for determining what should be 
done about the second. 

Much can be done to cur the cost of packaging and packing through 
the use of conveyer lines and other mechanical methods. Modern material 
handling equipment should be used for loading in all practicable instances. 

Shipping is another marketing function which has failed to receive 
the attention it deserves. Many companies have competent traffic depart- 
ments which examine carefully all routings of both incoming and outgoing 
goods to determine that the lowest cost routes are employed. The deter- 
mination should also be made whether railroad, truck-trailer, airplane, or 
other means of transportation most nearly meet the marketing and other 
customer service requirements of a given company. 

Take the airplane, for example. The economics of the use of aircraft 
for transportation of goods are now being determined, but the surface has 
barely been scratched. In the instance of many products, use of aircraft 
will eventually result in the complete elimination of costly warehousing and 
middle man organizations, while, at the same time, giving the customer 
better and faster service. An important change in the economy of Canada 
and the United States may be the result. 

While traffic departments perform an important and essential role, 
the whole problem of shipping merits the attention of top management. 

Nor should the internal auditor neglect this function. Recently, in 
the instance of a large and well-known United States corporation, the 
internal auditor discovered a major frayd. This was being committed 
through the device of submitting shipping invoices for payment twice, in 
collusion with the trucking company to which the work was contracted. 
Now, this company matches all customer invoices with the trucking bills. 

Another marketing function is that of warehousing. In many instances, 
warehousing adds a material item of cost to the final product. Some of 
this may be unnecessary. The Great Atlantic and Pacific Tea Company 
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attempted to introduce modern material handling and other methods into 
the warehouses doing business for them. However, the warehouses insisted 
in continuing to use the old method of having a man on foot cart packages 
from point to point. Finally, after much effort, the A. & P. gave up 
this attempt and built their own warehouses. As a result, they cut the cost 
of warehousing to one-third of what this function had cost under the 
old system. 

Salesmen play an important role in marketing the products of many 
corporations. Yet in many companies no attempt has been made to put 
this function on a scientific basis. Beside careful selection, training and 
direction of salesmen, these men must be given adequate tools with which 
to work. One of the most basic of these is complete and intimate knowledge 
of every customer. 

One company, with an outstanding sales record in a highly competitive 
industry, spends 62 per cent. of the man hours of the sales organization 
in obtaining complete knowledge of the company’s prospective and existing 
customers. The files in each contain up to 450 pages of detailed informa- 
tion. As a result, this company average 37 per cent. of its customers’ 
business while 10 per cent. is the high among competitors. 

The internal auditor can help the sales manager in seeing that such 
records exist, that they are kept up to date, that they are accurate and thar 
they are used. 

Advertising is a marketing function which, in many companies, adds 
a significant item of cost to each product sold. Despite its recognized 
value, advertising cannot be taken for granted in any single instance. 

Our of a total gross national product in the United States last year 
of 232 billion dollars, the advertising business took in 3 billion dollars, 
or 1.3 per cent. However, this is below the normal ratio. Studies show 
that customers normally pay three cents out of every dollar for advertising 
Consequently, despite 1947’s big take, advertising men feel that to-day 
they are not getting their fair “take” our of the national income. If they 
are right, and if more money is to be spent for advertising, it should be 
spent judiciously and well. 


In the Kiplinger Magazine for February, 1948, these facts are brought 


“Advertising production costs, as separate from advertising space- 
buying costs, are out of kilter. According to one good source, the ad- 
vereising dollar used to break down to 90 cents for space and 10 cents for 
production. To-day it breaks down to 75 cents and 25 cents for the same 
items. This simply means that the advertiser who spends a dollar gets 
less that he can look at and more that he has to take on faith. 


“The traditional media for advertising are getting more costly and 
less effective. People who advertise believe that swollen circulation of 
newspapers and magazines means that these publications are now read by 
many persons who do not pay their share of advertising costs. 

“Advertising copy is not sales-minded enough to suit advertisers. They 
admit that wartime advertising did a good job in line-holding and goodwill. 
They were inclined to be patient during the early post-war period. But 
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now they are demanding copy and promotion that are designed to sell 

goods—even if not many goods are for sale. With break-even points high 

and demand ahead of production, they say that advertising must justify 
itself or be curtailed.” 

Most of us are interested in new automobiles. Basically, an automo- 
bile is a machine; most of us would like to know the mechanical charac- 
teristics of the new cars—number of cylinders, horse-power, gas consump- 
tion, and the like. With the exception of the Tucker automobile, I defy 
anyone to show me any recent advertisements on new cars which do not put 
primary emphasis on appearance and styling. In a buyer’s market, such 
advertising is going to fail to sell cars to many people. 

In short, the advertising aspect of marketing must receive a more 
critical appraisal by top management. And advertising cannot be neglected 
by the internal auditor. A little over a year ago the Institute’s Quarterly 
had an excellent article describing steps taken to audit an advertising de- 
partment. One of the results was the discovery that the company was 
paying for newspaper advertising space it was not receiving. This resulted 
in a refund of thousands of dollars. 

Market research is an essential of sound marketing. Yet, in many 
companies this function is neglected altogether. 

Goals of the market research include the following: 

(1) Ascertainment of the total potential market for the products or 
services by territories and periods df time. This usually starts with 
forecasts of volume of business for the whole industry, and then 
translation of the over-all demand into that for the particular 
company’s products. 

(2) Determination of consumer preferences for the products or ser- 

vices both offered and proposed by the company and competitors, 
and the reason for the preferences. 
Evaluation of consumer relations to ascertain whether company 
policies or publicity on other company-related matters may be 
affecting sales regardless of quality of product or service. For 
example, to use a simple illustration, the personality of the presi- 
dent or other key man identified as the company may materially 
affect the volume of sales. This is particularly true in a local 
situation. 

(4) Measurement of the effectiveness of national and local advertising, 
sales facilities and services, relations with sales agencies, etc. It is 
obvious that for this measurement to be objective and effective, 
it cannot be performed by the sales organization itself. 

(5) Comparison of sales results with sales quotas, and investigation 
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of variances. 

Market research is a must for the fully effective marketing of most 
products. 

In conclusion, the function of marketing has been neglected to a large 
extent by industry. This neglect has cost the life of many companies, and 
will kill off many more. This same neglect adds unnecessary expense to 
consumer products, thereby increasing the cost of living to the detriment 


of the whole economy. 
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Your present billing system may be both 
modern and efficient—yet, with the right 
National Accounting Machines, it may well 
be possible to obtain far better results than 
those you are now enjoying. 

As one large department store discovered, 
when, in 1945, it asked The National Cash 
Register Company to lay out and install a 
Cycle Billing system. It now reports that it 
finds improvements in practically every de- 
partment involved. Among those are: 


1. Improved Balanced History Record 


/. Improved Authorization Facilities 
ed billing operation 
er production per operator 


checks disposed of 
s kept up to date — bills out on time 
sfantial reduction in number of bill adjustme 
ation of peaks 


All work accomplished within regular duty 





National Accounting Machines provide 
speed, accuracy, and economy under any of 
the conventional plans of billing; cycle 
descriptive or non-descriptive, continuous 
ledger, or any adaptation of either. Na- 
tional’s standard, full-visible, flexible key- 
board increases listing speed. National’s 
ciphers are automatic, corrections can 
made before depressing the motor bar, and am 

the printed amounts are fully visible. Let MNattorul 
your local National representative show you 
how every type of your accounting can be 
mechanized on National’s with improved 
results from every standpoint. 


THE NATIONAL CASH REGISTER COMPANY OF CANADA LIMITED 


Head Office - Toronto Sales Offices in Principal Cities 


CASH REGISTERS 
ACCOUNTING-BOOK KEEPING MACHINES 
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The Accountant's Place in Management 


*An Address Before the Society of Industrial and Cost Accountants of 
Ontario, Seventh Annual Convention, Friday, May 28, 1948. 


By RALPH C. MARK, 


Director, Cost Analysis Section, Comptroller’s Staff, 
General Motors Corporation. 


Mr. Chairman, members of the Society of Industrial and Cost Ac- 
countants of Ontario, and guests. It is indeed an honour to have been 
asked to speak to you here to-night. 

I was asked to talk to-night along the lines of ‘The Accountant as an 
Aid to Management.” As I began to think of the importance of the ac- 
countant to management, I was reminded of the title of a magazine article 
of a few years ago. It was written by Bobo Newcome, who, to anyone 
familiar with baseball, was one of the loudest and best pitchers in the league. 
He was good and he knew it. The theme of the story was that his team 
couldn’t possibly get along without him. And the title he used for the 
article was “They Need Me Somethin’ Awful.” 

Now, we all know that management couldn’t possibly get along without 
accountants. The point is—does management know it? Do we by our 
actions make management aware of that fact? I would like to make one 
thing clear to-night, and that is that the accountant is not only essential to 
Management; he is a part of management. 

He has a real opportunity to-day, more than ever before, to play an 
increasingly important role in the operation of the business. So, instead of 
talking about the accountant as an aid to management, I’d like to talk 
about “The Accountant’s Place in Management.” 

There was a time when the accountant was considered as purely a book- 
keeper, a necessary evil, whose duty was only to record the financial hap- 
penings. But there has been a gradual evolution toward the modern con- 
cept of the accountant. He still has to be able to record and classify the 
detailed facts and do it accurately, but he has to do more than that. He 
has to be able to analyze those facts to determine their meaning. He must 
set standards and use them to appraise the present and forecast the future. 
He must be able to simplify his analyses and present them understandably. 
The accountant who lays a trial balance on the President’s desk is not 
much of an aid to management. And he is not doing the job he should 
be doing to entitle him to be considered as part of management. 

We are now living in a time of industrial, social, and political unrest 
and instability. Our economic life, however, is still based upon individual 
enterprise. Efficiency in the individual enterprise produces a healthy 
economy and healthy economy is important if we are to play our full part 
in helping to solve the international problems. While this may sound like 
a far cry from “The accountant’s place in management” the fact remains 
certainly that Management has a most important role in seeing that the 
individual enterprise system functions properly, and if the accountant takes 
his proper place in management then the accountant’s contribution toward 
discharging this responsibility is clear. 


348 








ACCOUNTANT’S PLACE 


In any business, no matter what size it may be or what form it may 
take, all of the talents needed in the business have to be represented in 
management. In a large highly integrated concern, the President will de- 
pend on others who have specialized responsibilities—the heads of the 
various staffs, including financial, engineering, personnel, manufacturing, 
production control, inspection, distribution, and others. These highly spe- 
cialized responsibilities are evident in any concern—large or small. In a 
small concern, the specialized knowledge is merely concentrated in fewer 
individuals of management. The accountant, however, is the medium 
through which these highly specialized talents of management may be sum- 
marized and interpreted into an over-all plan. The accountant’s oppor- 
tunity is unique in that he is in a position to help to interpret the results 
of the talent represented in management. Let me repeat—‘the accountant’s 
opportunity is unique in that he is in a position to help to interpret the 
results of the talents represented in management.” 

The primary job of management is to run the business, and do so at 
a fair profit. Specifically, management’s job can be broken down into 
several functions or areas. Let’s briefly see what these areas are and how the 
accountant fits into them, particularly if he fulfills his job as part of 
Management. 

There is the matter of development and experimental work, both cur- 
rent and long-range. The accountant and engineer are complementary to 
each other in securing and transmitting information to top management for 
decision and action. With regard to current programs, the engineer designs 
and tries out a product or component, and lays out a bill of material which 
becomes one of the accountant’s basic sources of cost. It is then that the 
accountant presents data to other members of management to determine 
whether or not such products or change would be profitable, whether or 
not the business can afford to carry out the plan, and what price or changes 
in price would be required. With regard to long-range work, much the 
same responsibility is assumed by the accountant, except that there is the 
added factor of budgets. In this connection, it is up to the accountant 
generally to secure and compile data as to how much the business can afford 
to spend for long-range research, recognizing that considerable money 
must be spent in this direction if it is to stay in business. 

There is the matter of procurement. Here, the accountant must record 
the costs of material procured, and measure them against the standards 
included in the price of the product. He has to do this to determine 
whether the business can continue to pay that price for the material and 
still meet competitors’ prices for the end product. He has to develop the 
facts as to whether it would be better, considering all factors, to manufac- 
ture certain parts than to purchase them on the outside. 

Now let’s consider how the accountant functions in the area of per- 
sonnel—problems of employment, employee relations, employee welfare. 
This subject has become of the utmost importance to the management of 
every concern in the last several years. The accountant must furnish man- 
agement with the effect of increases in employees earnings and their effect 
on costs and prices. He must assist in furnishing the means by which it 
can be determined whether or not a fair day’s work is being performed. 
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Then there are problems pertaining to the cost and effectiveness of retire- 
ment and insurance programs, et cetera. We could go on at some length. 
Perhaps one of the most important ways in which the accountant can help 
in this area of employee relations is in preparing, analyzing, and publi- 
cising the true facts about the business, simply but effectively. 

There is the matter of production. Here the accountant’s participation 
is almost endless. It has to do with the cost of production, engineering 
changes, inventory control, labor efficiency, manufacturing budgets, et 
cetera. It is up to the accountant, as a member of Management, to point 
out to other members of management the dollar effect of engineering 
charges, labor inefficiencies, etc., so that every possible change in the flow 
of operations can be properly appraised, so that the maximum return can 
be attained. 

There is the matter of sales. Here we have the market analysis as to 
where the products are sold, or to whom sold, price schedules to determine 
if the price is established at a point where they will not only meet com- 
petition but will bring a fair return to the stockholders or proprietors of 
the business. The accountant should point out whether or not sufficient 
stress is being placed on the more profitable products. 

There is the matter of financial analysis—definitely one of the ac- 
countant’s most important areas in Management. Included are such items 
as the close control of inventories and commitments, pricing, return on 
investment, variable profit, break-even points, forecasts, cash and working 
capital, the company’s competitive position, etc. Each of these items is a 
huge subject in itself, and decisions made on these items are based on the 
accountant’s analyses. Certain of these analyses point out whether other 
members of management are operating efficiently or not. 

Last of all, he assists in administration, on the planning and policy 
levels—top executive decisions. It is the accountant’s job as a part of 
management to interpret in dollars the results of the various functions of 
management so that an intelligent, workable plan of operation will develop 
This plan of operation must analyze, project, and forecast on both a short 
and long-range basis, set standards by which current performance can be 
judged—to determine whether the business is being efficiently run—in other 
words, is Management doing its job? In brief, is it making a fair return 
on the investment; is it making a satisfactory profit after giving its cus- 
tomers and its employees proper consideration? 

I have touched only briefly on the various functions of Management 
in an attempt to prove that the accountant has a vital role in every phase 
of the business. I should like now to discuss briefly some techniques the 
accountant can use to improve his contribution to Management, and to 
consolidate his rightful position in Management. 

Too often, in presenting data for Management consideration, facts are 
presented for the sake of the facts themselves. For instance, to tell your 
President that the company has 4,698 gadgets of a certain type is not 
necessarily very important, but to tell him that this represents 18 months’ 
supply should certainly mean something. In other words, the accountant 
must put himself in management’s place and present information so that 
management has a clear picture of the true conditions, in a readily apparent 
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form. It is impossible for management to digest and appraise all of the 
facts having to do with the business. It is the accountant’s responsibility 
to sift them out to a point where what must be done is done or is pointed 
out to the man who can do something about it, at a time something can 
be done about it. Also, accountants are too often carried away by their 
enthusiasm for the technique of their own profession, and fail to remember 
that accounting is a service function. Many things which an accountant 
does as a necessary part of his everyday work are of no interest to anyone 
but himself. He must furnish others in management with what it wants 
and understands, not what the accountant finds interesting to himself alone. 

Whether we issue a report on comparative costs of different operations, 
or a sales analysis to determine whether or not a particular territory is 
falling down, make the facts speak for themselves to a point where they 
are readily understandable. We have a saying in the firm I work with: 
“If you can’t put it on an 8% x 11 card, it isn’t worth presenting.”” Now 
back of that 8% x 11 card may be reams and reams of schedules and 
tigures, but the pertinent facts must be simmered down to a point where 
they can be understood clearly and simply. Too often we spend a lot 
of money to get the facts and then don’t go to much effort or expense to 
report them understandably to that part of management that can do some- 
thing about it. 

Another point which comes to mind. I have been accused, and I dare 
say you have too, of the fact that the accountant generally must get the 
last figure, the last column, the last line, all beautifully balanced and care- 
fully typed before he presents it to management. By that time, too often 
it’s too late to do anything about it. The accountant must find ways and 
means of producing the answers more quickly. That may mean in some 
instances that the facts themselves may be only 90 per cent. complete. The 
important thing is that relative comparisons of cost and price trends are 
accurately interpreted and furnished to management at a time when some- 
thing can be done about it, not at a time too late for corrective action. 


While we as accountants must pay bills in an exact manner, and must 
compute payrolls in an exact manner, we must never lose sight of the fact 
that other members of Management often may not have the same regard 
we must have for detail. In other words, they are not especially interested 
in having answers shown to the fourth decimal place. 


It is particularly important to give top-level management, without 
prompting, data as to how costs and profits will be affected by various 
factors, such as the effect of different volumes of capacity and sales; dif- 
ferent methods of manufacturing or marketing; the addition, elimination, 
or alteration of products; employee analyses as to type of labor performed, 
labor turnover, labor efficiency; the effect of cutting prices, raising prices, 
spending money, not spending money, etc. Again I would stress Without 
Prompting. 

We must work continually to develop new and better accounting 
methods and improve our costing and our fact-finding techniques. We 
can’t afford to stay in a rut. We shouldn’t insist on doing a job the way 
it has been done for years just because it is the conservative and the easiest 
thing to do. 
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In most organizations there is a need for an organized source of sta- 
tistical information for quick and easy reference. This is extremely valu- 
able to management so that decisions may not only be made promptly, but 
with the assurance that the decision was based on facts. The value of this 
service can never be underestimated. 


We must strive to build greater confidence in the company’s accounting 
statements. Too often we hear the comment, and I know all of you have 
heard it, “The figure artist can make his figures tell any story he wants 
them to tell,” or “That’s not right—the figures must be wrong.’ We must 
sell our product of figures in exactly the same way that the sales manager 
has to sell the products of the firm itself. We can help to do that by ex 
plaining not only the figures but their background—by actually under- 
standing ourselves what the figures mean, because only then can we explain 
them to someone else. When we clear away the fog of misunderstanding, 
we chase away suspicion and doubt. 


Above all, he must maintain the closest possible liaison with all other 
members of managemenr—from public relations and employee relations to 
production control. Only in this way can the accountant serve most effec- 
tively. Even considering this liaison angle from the selfish, personal point 
of view, the accountant should avail himself of all the first hand informa- 
tion he can get, so that he can be assured that the figures he presents are the 
true facts—that he is not a front office accountant. 


To summarize briefly, the accountant has an unique place in manage- 
ment. To do his job well requires the use of imagination, initiative and 
his intimate knowledge of all talents comprising management. He assists 
in co-ordinating all these talents. He is in a position to know comparable 
results before other members of management can possibly know them. He 
must sift the facts leading to that result to a point where they mean some- 
thing, and present them to management so that they are quickly and easily 
understood. He must keep his eyes open for opportunities to present special 
studies of current interest before he is asked for them. In making these 
presentations he will find it advisable to forget the details and dramatize 
the most important points as clearly and simply as possible. In other words, 
try to put it on an 84% x 11 card. You may not succeed, but you may 
succeed well enough so that maybe all you'll have to use are two 8% x 
1) cards. 


Finally, the good accountant must have a broad perspective of the 
business. He needs to study his company’s business continually, and under 
stand its policies and objectives as well as its problems. By developing 
the management viewpoint he will be better able to recognize and pick out 
the facts that are especially significant and should be presented to other 
members of managment. 


There isn’t any doubt in my mind that the process of evolution, that 
has taken the accountant down from his high stool and moved him into 
the top councils of management, will be continued. I believe that ac 
countants will rise to meet the opportunities that face them and that in the 
future there will be even greater recognition of the important place in man 
agement occupied by the members of the accounting profession. 
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| « STUDENT SECTION »} 


GENERAL ACCOUNTING 
Comments by J. D. CAMPBELL, C.A., R.I.A. 


A review of the marks obtained in the 1948 examination in Account- 
ing I shows: 





Question % of total marke obtained 
Number by all candidates 
1 (a) 66.45 
(b) 67.20 
2(a) 61.22 
(b) 65.71 
3 81.67 
+ 68.95 
5 79.49 
Total average . 74.20 


The above results reveal that the major difficulties in the Accounting 
I paper were encountered in Questions 2, 1 and 4. 


QUESTION 2 (10 marks) 

(a) What is the purpose of preparing monthly bank reconciliation state- 
ments? 

(b) On January 29 X issued a cheque in favour of Y which, prior to issue, 
X had had certified at his bank. Y did not present the cheque for 
deposit until February 3. State with reasons whether or not this item 
must be considered in reconciling the balance shown on the bank 
statement at January 31st with the balance in the general ledger “Bank’”’ 
account of the same date. 

Solution 2(a): 

The bank reconciliation statement represents a cross check between the 
record of cash transactions maintained by the company and the independent 
duplicate record of the same transactions recorded by the bank. If there 
are no outstanindg items, the two balances should be the same. In this 
latter fact lies the significance of the cross check. 

The reconciliation discloses: 

(i) irregularities in recording on both the part of the bank and the 
company. 

(ii) items entered by the bank which must be adjusted on the com- 
pany’s books before ascertaining the true bank balance. 

The statement is no guarantee in itself that there has been no misap- 
propriation of cash but it is a valuable part of a system of internal check. 

(b) At the 31st January the cheque in question has been shown both 
as a deduction from the bank balance in the company’s books and as a 
reduction of the company’s bank balance on the bank’s records, and there- 
fore will not be considered in reconciling the company’s balances in the 
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bank’s records with the bank balance in the company’s records at 31st 
January. When a cheque is certified by the bank it is deducted from the 
bank balance by the bank at the date of certification rather than at the 
date the cheque is cashed. 

A memorandum notation would be made on the bank reconciliation 
that a marked outstanding cheque exists as at that date. 

Comments re Question 2: 

The majority of the marks lost in Question 2 arose from a failure on 
the part of the student to go behind the statement that the bank reconcilia- 
tion represented an act of reconciling indicating why the reconciling was 
carried out. The bank’s record of the company’s cash transactions is an 
independent duplicate record of the cash transactions made by the company. 
The statement that a company should deposit all cash received and make all 
payments by cheque underlies the efficacy of the bank reconciliation state- 
ment for the purposes previously indicated. 

In the case of the certified cheque the majority of the students realized 
that the item should not be taken into the reconciliation but again few 
indicated fully the reasons for their statement. 


QUESTION 1: (15 Marks) 


(a) Explain in the most economical order of procedure, the steps involved 
in tracing the cause of a failure to balance debits and credits upon 
preparing a trial balance. 

(b) Does a successful trial balance establish the accuracy of the accoun-ing 
techniques used in recording business transactions? Discuss. 

Solution 1(a) (5 Marks) 

Procedure in tracing errors in trial balance: 
1. Check addition of trial balance. 
2. Check items back from trial balance to general ledger balances 
distinguishing carefully between debit and credit balances. 
3. Note the difference between the total of the debits and the total 
of the credits in the trial balance. 
(a) If the difference is .01, .10, $1.00, $10.00, ete., check the addition 
of the ledger accounts. 
(b) If the difference is divisible by 9, keep in mind the possibility of 
transposition of figures. 
(c) If the difference is divisible by 2, keep in mind the possibility that 
a debit of one-half the difference may have been posted as a credit 
and vice versa. 
(d) Bear in mind that the difference may result from an omission to 
post an item of this amount. 
4. In cases (b), (c) and (d) recheck postings from books of original 
entry to the ledger using check marks to clear all items. 
5. Check the cross addition of all books of original entry. 
6. Recheck balance of opening trial balance. 

Solution 2(b) (5 marks) 

Except in rare cases of compensating errors, a trial balance will bring 
to light errors in the addition of books of original entry and ledger accounts. 
It will not disclose errors of the following types: 
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(a) arithmetical errors in the calculation of accrual prepaid expenses, de- 
preciation, etc.; 
(b) errors in posting to the wrong account arising from carelessness; 
(c) errors in entering transactions recorded incorrectly (use of defective 
theory) ; 
(d) errors in omitting complete transaction (both debit and credit aspects) 
Comments 
(a) The question asked for the most economical order of procedure 
which fact was overlooked by a number of students in submitting their 
answer. Although the nature of the difference may reveal the type of error 
the procedure in checking will follow the reverse procedure of the recording. 
(b) The discussion as to the question indicated the necessity of out- 
lining the various types of errors which the balanced trial balance will not 
disclose. The failure on the part of the student to indicate the different 
types was the cause of the marks lost under this section. 


QUESTION 4 (20 marks): 


On October 1, 1947, H. Brock was appointed custodian of an imprest 
petty cash fund and cheque No. 461 for $30.00 was issued in his name to 
establish the fund. 


On October 31, 1947, the contents of the petty cash box were as 


follows: 

Currency $11.14 
Receipts for postage stamps 

purchased and used (Postage expense) 6.44 
Receipts from bank for exchange on cheque 

deposited paid out of petty cash 3.10 
Receipts for supper money for overtime 

by office clerks (office expense) 4.80 
Telegraph bills paid (Telegraph expense) 4.52 

$30.00 


A reimbursing cheque (No. 583) was issued on October 31. 
(a) Record the above transaction in a cash book. 
(b) Draw up the general ledger accounts involved and show the 
postings to them. 
Solution 4(a): 


CHEQUE REGISTER 


Page 38 
Dr. Dr. Cr: 
Collection 
Cheque Dr. Sundries and Office 
Date No. Payable to Acc. Name Folio Amt. Exch. Exp. Bank 
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Oct. 1 461 H.Brock PettyCash (2) $30.00 $30.00 
Oct. 31 583 H. Brock Postage 
expense (41) 6.44 3.10 4.80 
Telegraph 
expense (44) 4.52 18.86 





$40.96 $3.10 $4.80 $48.86 








(42) (43) (1) 
Solution 4(b): 
GENERAL LEDGER 
Bank (1) 
1947 
Oct. 31 CR. 38 48.86 48.86 Cr 
Petty Cash Fund ( 2) 
1947 
Oct. 1 CR. 38 30.00 30.00 Dr. 
Postage Expense (41) 
1947 
Oct. 31 CR.38 6.44 6.44 Dr. 
Collection and Exchange (42) 
1947 
Oct. 31 CR. 38 3.10 3.10 Dr 
Office Expense (43) 
1947 
Oct. 31 CR: 4.80 4.80 Dr. 
Telegraph Expense (44) 
1947 
Oct. 31 CR. 38 4.52 4.52 Dr. 
Comments: 


The major difficulty encountered in the question arose from an ap- 
parent failure to recognize the significance of the term imprest as applied 
to petty cash. Where an imprest fund is utilized reimbursing cheques are 
recorded in the cash book and the petty cash record if one is maintained 
is memorandum in nature. The posting is done from the cash book or 
general journal. 

The answers submitted would appear to indicate a certain degree of 
uncertainty on the part of the student as to just what was required with the 
result that unfinished work was presented for which marks were deducted. 


ADVANCED COST ACCOUNTING 
Remarks by A. V. HARRIS, C.A., R.LA.- 
Advanced Cost Accounting, Paper 1, 1948. 

PROBLEM 1 


Rogers Incorporated manufacture a product in two different sizes. The 
products are in process simultaneously and labour, material and overhead 
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charges apply to each size. The Company uses an estimating cost system 
with work in process accounts for each element of cost. 
The Company’s estimates for the period commencing Ist October, 
1947, are: 
Unit Costs 
Size No.1 Size No. 2 


Direct Material ¥ 20.00 ¥ 12.50 
Direct Labour 15.00 10.00 
Factory Burden 10.00 10.00 


$45.00 $32.50 











For the month of October transactions and production data are as 


follows: 
Sales for—Size No. 1 1,500 Units at $87.50 
Size No. 2 700 Units at $50.00 
Work in Process at Ist October—Size No. 1 nil 
Size No. 2 nil 


Work in Process at 31st October— 
Size No. 1 complete for Material 


50% complete for labour and burden 200 Units 
Size No. 2 complete for Material 
75% complete for labour and burden 200 Units 
Put in production during the period— 
Size No. 1 2,000 Units 
Size No. 2 1,000 Units 
Materials Purchased $37,500 
Material Inventory— Ist October 20,000 
31st October 3,950 
Direct Labour for the Month 41,500 
Factory Burden—actual 30,000 


Required: Journal entries, with full narratives to record the transactions for 
the month including allocation of the variances as they arise in the work 
in process accounts. Variances should be prorated to inventories and cost 


of goods sold. 
Solution to Problem 1. 


Journal Entries—Rogers Incorporated 


Dr. Cr. 
Stores $ 37,500 
Accounts Payable $ 37,500 
To record materials purchased during the 
month. 
Materia! in Process 53.550 
Stores 53,550 


To record material in process during the 


month, calculated as follows: 
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Inventory Ist October $ 20,000 
Purchases 37,500 
57,500 

Less: Inventory 31st Oct. 3,950 
Material Consumed 53,550 


Labour in Process 41.500 
Accrued Payable 41.500 
To record direct labour for the month. 


Manufacturing Expense in Process 30.000 
Manufacturing Expenses, Accounts Pay., etc. 30.000 
To record factory burden for the period. 
Finished goods 107.000 
Material in Process 46,000 
Labour in Process 35,000 
Manufacturing Expense in Process 26.000 
To transfer finished production at 
estimated cost: 
Size No. 1 Size No. 2 
1,800 Units 800 Units Toral 
Material $ 36,000 % 10,000 3 46,000 
Labour 27,000 8,000 35,000 
Burden 18,000 8,000 26,000 
$ 81,000 $ 26,000 $ 107,000 
Inventory—Work in Process 12,000 
Material in Process 6,500 
Labour in Process 3,000 
Manufacturing Expenses in Process 2,500 
Size No. 1 Size No. 2 
1,800 Units 800 Units Total 
Material $ 4,000 $ 2,500 $ 6,500 
Labour 1,500 1,500 3,000 
Burden 1,000 1,500 2,500 
$ 6,500 $ 5,500 $ 12,000 
Transferring estimated cost of work 
in process. 
Cost of Goods Sold 90,250 
Finished Goods 90,250 
To record Cost of Goods Sold 
1,500 Size No. 1 at $45.00 $ 67,500 
700 Size No. 2 at $32.50 22,750 





$90,250 
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Accounts Receivable 166,250 
Sales 166,250 
To record sales: 
1,500 Size No. 1 at $87.50 $ 131,250 
700 Size No. 2 at $50.00 35,000 


$166,250 


Inventory Work in Process 
Finished Goods 
Cost of Goods Sold 
Material in Process 
To allocate variance in material 
(2% of total charges.) 
Inv entory -Work in Process 
Finished Goods 
Cost of Goods Sold 
Labour in Process 
To allocate variance in labour 
(9.2% of total charges.) 
Inventory—-Work in Process 
Finished Goods 
Cost of Goods Sold 
Manufacturing Expense in Process 1,500 
To allocate variance in Factory Burden 
being 5.26% of total charges. 
Comments 


ea . aes 
This problem was reasonably well answered by most candidates. There 

: ; ns : ra 
were 15 marks assigned to the problem, and the average for all candidates 
' F F ‘ , 
was about 10. It was observed that a number of students were confused 


between a standard cost and estimating cost system, and attempted to charge 
work in process at estimated figures, thus bringing out the variances at an 
earlier stage than that indicated by the recognized method. While this wa 
} ! 
not a serious variation it did tend to mislead some students, and their re- 
' 1 ] e 1 
sultant journal entries did not fit in with the scheme they were attempting 


to demon strate 








